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IV. Industry Interviews

The findings from the data analysis and literature
review sections make it clear that Minnesota has a
strong presence in the computer and electronic
components industry. While data show trends,
discussions with industry officials help reveal
the reasons for Minnesota's performance and
aids in understanding the decisions to move,
expand or relocate. These interviews included
representatives from both computer and electronic
component manufacturing companies, as well as
firms specializing in software development and
were designed to identify those factors in which
Minnesota may have a comparative advantage.

The information obtained from the int~rviews was
generally consistent with the literature findings that
the availability and retention of skilled labor is the key
location consideration for high technology industries
like the computer and electronic components industry.
The five areas identified in Section ill will ~e used as
the basis for the presentation of the information from
the interviews. These areas are: availability and
retention of skilled labor, industry concentration
and business community, taxes and business costs,
transportation and utilities, and quality of life.

Availability andRetention ofSkiUed Labor

The interviews strongly supported the research
findings discussed in Section III that labor issues
are critically important to high technology
industries like the computer and electronic
components industry group. By the year 2000,
Lawson Software will consolidate three metro
locations into a single St. Paul facility. According
to Peter Patton, Ph.D., Chief Technologist with
Lawson Software, the most important factor in
Lawson's decision to stay in Minnesota is access

to a skilled labor pool. According to Dr. Patton,
Lawson never considered moving out of Minnesota
and views the large pool of skilled labor as one of
Minnesota's most important assets related to the
computer industry.· In fact, as stated by Dr. Patton,
"Lawson's growth is sustainable only because of
alumni of Cray, Unisys, and Control Data in the
area." Lawson has hired several former Cray
Research, Unisys Corp., and Control Data Corp.
individuals for senior management positions. Such
individuals reflect the strong, skilled labor force
available in the state for the computer industry.

The importance of Minnesota's skilled labor pool
was supported by other industry officials. According
to William Schlemmer, Director of Business
Strategy for the Recording Heads Division of
Seagate Technology, it is important to be located
in an area that has a lot of engineering talent and a
strong education base. Daniel Seebart, director of
operations at Onan's Fridley, Minnesota plant,
also mentioned the importance of Minnesota's
skilled labor pool and high quality trade schools in
the area~ James Weir, vice president of finance at
Cypress Semiconductor (Minnesota) Inc., stated
that generally, the most important locational
consideration for the semiconductor industry is the
need for high caliber engineering talent.

A strong relationship between Minnesota's
businesses and education facilities was mentioned
as an important factor when doing business in
Minnesota. Minnesota's manufacturing businesses
rely on the state's technical colleges and
universities for recruitment of the skilled workers.
For example, Onan has worked with local
vocational-technical schools to develop training
programs that are designed to meet the changing
needs of the electronics industry.

14 Maleki, Edward J. "Industrial Location and Corporate Organization in High Technology Industries." Economic Geography Vol. 61 1985.
15 Glasmeier, Amy K. "High-tech industries and the regional division of labor". Industrial Relations, v. 25 1986 pp. 197-211.
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Industry Concentration and Business
Community

Nearly all those interviewed indicated that the large
number of high technology companies in the area is
a strong asset for the state's computer and electronic
components industry group. Mr. Schlemmer noted
that the presence of a large number of high
technology companies is important in making the
location more populated with high technology
individuals, which raises the overall business climate.

BEST Consulting also benefits from the large
number of high technology firms in Minnesota. As
a technical consulting firm, BEST provides
services to other businesses and needs to be near
companies that have technical requirements.
According to James Swartzlander, manager with
BEST Consulting, Minnesota's good business
climate and the presence of many high technology
companies that might utilize its services were the
most important factors in BEST's decisioh to
expand to Minnesota. Mr. Swartzlander also stated
that Minnesota's tight labor market is slightly
problematic and that BEST has had to increasingly
look outside the area to recruit qualified individuals.

Several individuals interviewed stressed the
importance of being near other high technology
companies. Such proximity is beneficial for
suppliers and recipients of goods and services
related to the computer and electronic industries.
Lawson often refers customers who want to
modify Lawson's prepackaged software or who
want more customized software packages to other
local computer consulting firms.

For companies like Seagate and Cypress, it was also
less costly to expand at their current locations than to
undertake greenfield expansions which can be very
expensive. Both Cypress and Seagate also benefited
from the long history of the computer industry in
Minnesota and entered the local markets through
acquisitions or purchase ofbuildings from Control Data.
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The availability of venture capital was cited by
Lawson as an issue generally reviewed by companies
in the software industry when considering moving,
relocating or expanding. Dr. Patton stated that the
Twin Cities area is a good place for people or
companies seeking venture capital.

Taxes and Business Costs

Some individuals interviewed expressed concerns
over the high cost of business in Minnesota,
although they also recognized that the high costs
were offset by the good education system and high
quality of life, both of which are supported in part by
business taxes. However, as James Weir of Cypress
found, Minnesota's business costs are competitive
with other states.

When Cypress considered expansion, Mr. Weir
conducted a financial comparison between
Minnesota, Texas, and Mississippi. According to
Mr. Weir, Minnesota was lower in terms of cost
largely due to the fact that Minnesota does not
levy taxes on personal property.

William Schlemmer of Seagate also mentioned the
high cost of labor in Minnesota, as did Dan Seebart
of Onan.' Both acknowledge that the high costs were
related to high skills and Mr. Schlemmer also
mentioned that Minnesota's labor costs for production
personnel were higher than overseas markets.

Workers' compensation insurance was cited as
one aspect of the high cost of doing business in
Minnesota. Mr. Weir stated that the costs associated
with workers compensation are higher at Cypresses'
Minnesota plant than at its Texas plant, which has
a higher incidence of worker injury.
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Transportation and Utilities

The interviews also supported the idea that high
technology companies generally produce items for
which transportation costs are a small proportion
of total costs. According to the individuals
interviewed, the issue of trans'portation relates
more to being near an airport to transport
customers and employees to and from the worksite
than to highways and rail transport.

Onan's representative also finds Minnesota's
central location and large number of local
suppliers and distributors to be cost-saving
features. The good supply and distribution base
enables companies like Onan to stay abreast of
up-to-date developments and have easy access to
new products.

James Weir also mentioned that Minnesota's
energy costs were comparatively low and that
manufacturing companies often requir; large
amounts of energy and water during the
production process.

Quality ofLife

In each interview, the quality of life was
mentioned as an important asset in terms of either
attracting or retaining skilled workers. The cultural
amenities and recreational opportunities available
in the Twin Cities area and throughout the state
are very important to the workers in these
industries.

The interviews also indicated that Minnesota's
high quality of life may become more important as
competition for skilled workers intensifies. James
Swartzlander observed that because of the tight
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labor market and low unemployment levels it is
important to have a high quality of life to attract
new workers. Mr. Swartzlander also stated that
BEST Consulting likes the size of the Twin Cities
area and considers the traffic congestion of larger
metropolitan areas somewhat unappealing. Onan's
representative stated that in their consideration to
consolidate engineering and manufacturing they
simply assumed that the engineers would not want
to leave the Twin Cities. As he said, "it's
sometimes hard to get skilled workers to move
here, but once they are here they never want to
leave." Many interviewees also stressed
importance of the work ethic and overall high
productivity of Minnesom's workforce.

It should be noted that each individual interviewed
cited Minnesota's winter season as a possible
deterrent to attracting skilled workers to the area.

Conclusion

Whether a computing consulting firm, a
semiconductor manufacturer, or a maker of
electronic components, the overall consensus of
the c~JllPuter and electronic components industry
group representatives was that the depth and
availability of skilled workers is Minnesota's
greatest asset for the industry. The high
concentration of computer and electronic
component companies in the area was repeatedly
mentioned as an important location factor for the
industry. Other factors mentioned by those
interviewed included the high quality of life in the
area, the central location of the state within the
U.S. market, and availability of venture capital.
Section V below assesses Minnesota's position in
the five location factors and provides a preliminary
comparison between Minnesota and Canada.
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v. Minnesota's Competitive Assessment

The computer and electronic components industry
group is a dynamic global industry with potential
for significant growth and innovation. In its drive
to increase production and attract new computer
and electronic components companies to the state,
Minnesota is in direct competition with other
states and countries throughout the world.
Minnesota's ability to compete with and attract
business from the Canadian provinces of Ontario
and Quebec depends, in part, on how well
Minnesota compares to Canada on the following
five location factors identified in Section III:

CD Availability and Retention of Skilled Labor

CD Industry Concentration and Business Community

CD Taxes and Business Costs

CD Transportation and Utilities

CD Quality of Life

The following provides a preliminary di~cussion

and broad overview of Minnesota's position on
each of the location factors and compares
Minnesota to the Canadian provinces of Ontario
and Quebec where data availability allows. 16

A few cautionary notes must be made prior to
undertaking the comparative assessment. Canada's
national statistical agency, Statistics Canada, uses
an industry code system similar to the standard
industrial classification (SIC) code system used in
the United States; however, the two systems are
not identical, making precise industry comparisons
difficult. Like the U.S. system, Canada's
classification system groups industries into 2-digit
codes which are divided into more detailed 3- and
4-digit industries. Similar to the United States,
Canada's computer and electronic components
industry group is a mixture of industries.

16 The level of detail according to Canadian province varies substantially.
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Canada's electrical and electronic products
industry (SIC 33) and its computer and related
services industry (SIC 772) most closely match
the six 3-digit industries determined to represent
Minnesota's computer and electronic components
industry group.

While national level information is available for
most 3-digit industries in Canada, provincial level
information is only available at the 2-digit level.
Consequently, for comparison purposes, data for
Quebec and Ontario's SIC 77 is used with the
understanding that this classification includes a
wide array of business services like advertising,
employment agencies, accounting and architecture
in addition to computer and related services. To
alleviate the difficulty associated with the limited
availability of provincial level data, Table 19
shows Minnesota's employment for the computer
and electronic components industry group (using
SIC 737) and for the computer and electronic
component and business services industries (using
SIC 73). For more accurate comparisons, the latter
employment category should be used, with the
recognition that the industry includes employment
for ind;ustries not in the computer and electronic
components industry group.
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Table 19: Computer and Electronic Component Industry Group:
Worker and Labor Market Summary

Manufacturing Component

Minnesota

Ontario

Quebec

Services Component

Minnesota SIC 737

Minnesota SIC 73

Ontario SIC 77

Quebec SIC 77

Employment
in 1995

50,196

72,000

33,100

26,854

132,469

282,200

144,400

Employment Change 1988-1995

23.9 percent decrease in employment
(39.6 percent decrease for SIC 357 and
2.7 percent increase for non SIC 357)

26.5 percent decrease in employment

17.3 percent decrease in employment

90.6 percent increase in employment

56.2 percent increase in business servic~s employment

6.6 percent increase in business services employment

1.2 percent increase in business services employment

Sources: Unpublished data from the Bureau of Labor Statistics; Annual Estimates of Employment, Earnings and Hours 1984-1996, Statistics Canada.

Availability andRetention ofS~dLahor

The literature review and industry interviews both
reveal that availability of skilled labor is the most
important location factor for the computer and
electronic components industry group. Minnesota and
most Canadian provinces are all highly-developed,
industrialized areas, supported by high-skilled,
well-educated work forces. With its concentration of
computer personnel, Minnesota is well-positioned to
compete with both Ontario and Quebec in the high
technology arena. Efforts to attract computer and
electronic firms should emphasize Minnesota's skilled
and well-educated labor pool above other location
factors. Specific factors related to the availability and
retention of skilled workers including labor markets
and education, are summarized in Tables 19 and 20.
Each of these issues is discussed below.
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Labor Market

Comparing labor characteristics of the computer and
electronic components industry group ofMinnesota,
Ontario and Quebec is difficult due to variations in
data availability and industry classifications. As noted
above, Canada does not have a classification system
identical to the SIC code system used in the United
States. Canada's computer and related services
(SIC 772) is more directly comparable to Minnesota
SIC 737, however, because 3-digit information is not
available for Canadian provinces, the broader
category SIC 77 is used for provincial comparisons.
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Table 19 shows 1995 employment and
employment change for the three locations'
manufacturing and service components of the
computer and electronic components industry
group. All three areas experienced employment
declines in the manufacturing component and
increases in the services component during the
period. Minnesota's manufacturing component of
the computer and electronic components industry
group experienced a decline of nearly 24 percent
compared to a 26.5 percent decline and 17.3
percent decline in Ontario and Quebec,
respectively.

Employment in Minnesota's business services
industry (SIC 73) increased by 56.2 percent
between 1988 and 1995 compared to a 6.6 percent
increase in Ontario and 1.2 percent, increase in

I

Quebec. Minnesota's business services industry
employment was driven by an increase of nearly
91 percent in the computer and data processing
services industry (SIC 737). As noted earlier,
3-digit information was not available fdr Ontario
and Quebec.

As noted in Section II, Minnesota's computer and
electronic components industry group employed
77,050 workers in 1995. More broadly, the Minnesota
Department ofEconomic Security (MDES) estimates
Minnesota's labor force totals 2.6 million, with 1.6
million of these people located in the Twin Cities
metropolitan area. MDES also projects an increase
in employment of nearly 60 percent for computer
and mathematical scientists by the year 2005.

In 1995, Canada's computer and electronic
components industry employed 750,300 workers ­
an approximate 6.7 percent decrease from 1988 to
1995. During this period, the manufacturing
component of Canada's computer and electronics
industry experienced a decrease in employment of
approximately 24 percent, while employment in
the services component increased by
approximately 15.6 percent. Combined, Ontario and
Quebec accounted for nearly 71 percent, 531,700
wolkers, ofCanada's employment in SIC 33 and SIC 77.
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In June 1997, Minnesota's unemployment rate
was 3.6 percent, a record low level of
unemployment for the month of June. Canada's
unemployment rate was higher than Minnesota's,
and there was significant variation in
unemployment rates among Canada's provinces.
For example, the June 1997 unemployment rate in
Alberta was 5.6 percent, 8.5 percent in British
Columbia, 6.8 percent in Manitoba, 8.5 percent in
Ontario, 11.2 percent in Quebec, and 6.0 percent
in Saskatchewan.

Minnesota's low unemployment rate indicates a
highly competitive labor market and a strong
economy, an observation substantiated by industry
interviews. This may prove to be a disincentive for
companies seeking highly skilled, technical labor, but
also reflects an attractive overall economic setting.

Education

Although Minnesota has less enrollment in
colleges and universities than Ontario, technical
college enrollment is very similar. Table 20
provides a summary of the number of universities
and enrollment levels for the three areas. Minnesota
has 98 institutions of higher education, including
11 public four-year, 43 public two-year, 35 private

I

four-year, and 9 private two-year institutions.



Minnesota's Computer and Electronic Components Industry Group: A Review of Key Locationli'actors

Table 20: Summary of Education Data

Number ~f Co~/~ges Enrollment, in Colleges
and Universities and Universities

Minnesota
Ontario
Quebec

98
44

142

124,388 in 1995
318,661 in 1996
493,730 in 1995

Technical
Enrollment

103,038 in 1995
136,128 in 1996
120,459 in 1995

Sources: Minnesota Higher Education Services Office, Ontario Ministry of Education and Training, and Quebec Ministry of Education.

According to the Minnesota Higher Education
Services Office, in 1995 there were 124,388
students enrolled in Minnesota's colleges and
universities and 103,038 enrolled in community
and technical colleges. In 1995, the National
Research Council ranked 15 of the University of
Minnesota's graduate programs in the top 20 in
the country. Graduates of the University of
Minnesota's Institute of Technology have founded
more than 1,000 companies including
Minnesota-based Fortune 500 companies like
Control Data Corp, Medtronic Inc., and Cray
Research. Minnesota also has the second highest
graduation rate among all states. In 1993,89
percent of the state's students who were in ninth
grade in 1989 graduated, far above the national
figure of 71 percent.

Each Canadian province assumes responsibility
for higher education with each system reflecting
the specific regional concerns and historical and
cultural heritage. In 1993, an estimated 551,300
students in Canada were studying at the college
level and 867,300 were at the university level.

In 1996, Ontario's 44 colleges and universities had
318,661 students enrolled. Quebec's 142 colleges
and universities had 493,730 students enrolled in
1995. There were 136,128 students enrolled in
Ontario technical schools in 1996 and 120,459 in
Quebec's technical schools in 1995.

Industry Concentration and Business
Community

Minnesota's strengths in th~ areas of industry
concentration and general business community are
competitive advantages for the state. The role of
Minnesota as the business center of the Upper
Midwest is demonstrated by the presence of many
large corporations with significant operations in
the state. Ford Motor Company, IBM Corp., Boise
Cascade, and Unisys Corp. are just a few of the
dozens of Fortune 500 companies located in
Minnesota. Additionally, 15 Fortune 500
corporate headquarters-are found in the state.
Together, these companies employ thousands of
Minnesotans.

The business leadership of the Twin Cities
I '

whether involved in high technofogy
manufacturing or service industries, has
traditionally assumed its "corporate social
responsibility" to contribute to the economic
development of the area and to improve the
quality of life in the Twin Cities area. I?

Minnesota's wealth of successful companies
across a variety of industries is an indicator of its
strong economy and dynamic healthy business
environment. Minnesota is also home to hundreds
of computer and electronic firms.

17 Millere, Roger and Marcel Cote. Growing the Next Silicon Valley, D.C. Heath and Company, 1987.
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The Twin Cities is also home to a thriving venture
capital environment. Venture capitalists seek
investment opportunities in niches that have large
growth potential but are presently too small to attract
entries by large technology-based firms. According
to an article in the May 27, 1996 issue of Fortune
magazine, "there are few places on the globe where
so much cash is chasing so many creative ideas."
The article also stated that Minneapolis-St. Paul has
more publicly traded companies than any other
metropolitan area in the United States. According to
the Price Waterhouse National Venture Capital
survey released in May 1997, 20 Minnesota-based
companies received $42.6 million during the flfst
quarter of 1997. Software and information industries
received $13.8 million and the computer and
peripherals industry received $7 million.

1

Canada also has a sophisticated business community
that includes specialized companies with high
degrees of mechanization, computerization, and
technology. A large part of Canada's manufacturing
industry could be characterized as high \
technology, with regard to both the manufacturing
process and products. The high technology
industry is very strong in Toronto, Markham,
Mississauga, and KitchenerlWaterloo. Ontario's
electronics and electrical products industries
produce a wide range of goods, from computers,
to instrumentation controls, robots, and household
appliances.

Canada is the eighth-largest trading nation among the
industrialized'market economies and an active partner
in international investment. In 1995, approximately 55
percent of all imports for Canada's computer and
electronics industry and over 82 percent of exports
were to the United States. Ontario is Canada's leading
manufacturing province, producing 52 percent of
Canada's manufactured goods and 80 percent of its
manufactured exports. Since most of the country's
exports were to the United States, Canadian
businesses may be interested in a U.S. facility to
reduce production, shipping, and transportation costs.
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Major computer hardware and peripheral vendor
firms active in Canada include: Apple, Compaq
Computer Corp., Convex Computer Canada, Ltd.,
Control Data Corp., Cray Research, Dell
Computer Corp., Sun Microsystems of Canada,
Inc., Texas Instruments, and Unisys Corp.
Software developing firms and computer services
companies in Canada include: Axion Spatial
Imaging, CEL Software, Harrison Muirhead
Systems Inc., INSTAR Corporation, and Myrias
Computer Technologies Inc. A large percentage of
Canada's software products companies are export
oriented from their inception with the largest
market being the United States. Minnesota is
well-positioned to serve as a relocation or
expansion point for Canadian companies that wish
to establish a presence in the United States.

Taxes and Business Costs

The difficult task of determining the relative
impact of taxes on a business' location decision is
made even more problematic when the regions
under consideration are in separate countries. The
difficulty stems in part from variations in
definition of taxable income, differences in
apportionment of taxes, and the variety of tax rates
used from city to city. Another complication is the
fact that Canada provides universal health care
coverage for their citizens which is generally
financed through payroll taxes which are
imbedded in the taxes paid by employers and
employees. These important differences should be
kept in mind when undertaking comparisons. The
information provided in this study represents an
overview of the taxes in each area. Actual taxes
paid will depend on a variety of factors. The
information included below is designed to serve as
a guide to some of the individual and business
taxes in Minnesota and Canada.
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Personal Income Taxes

Minnesota's personal income tax generally
conforms to the federal income tax with some
exceptions. For example, the state adds
non-Minnesota state and municipal bond expenses
to taxpayer income while subtracting some
dependent education expenses and the income of
elderly and disabled, up to specified limits. In
addition, unlike many states, Minnesota's income
tax brackets are indexed. Indexing adjusts the tax
brackets to prevent residents from being pushed
into a higher rate bracket due to inflation. Table 21
shows Minnesota's and the United States' 1997
tax rates.

In Canada, a personal income tax is levied by
federal and all provincial governments. Like the
United States, the Canadian system differentiates
between residents and non-residents of Canada.
Non-residents are only subject to tax on their
Canadian-source income. Dividends earned by
residents are subject to special treatment to ensure
that the distribution is not taxed twice. In addition,
while three-quarters of capital gains are included as
income, gains from the sale of a taxpayer's principal
residence are entirely tax-free. Moreover, individuals
in Canada are entitled to a $500,000 cumulative
lifetime capital gains exemption. Table 22 shows
the 1997 personal income tax rates for Canada.

Table 21: Minnesota and United States Personal Income Tax Rates (Joint), 1997

Minnesota
Taxable Income

$1 - $24,140
$24,141 - $95,920
over $95,920

Tax Rate

6.0%
8.0
8.5

United States
Taxable Income

$0 - $41,200
$41,201 - $99,600
$99,601 - $151,750
$151,751-$271,050
over $271,050

Tax Rate

15.0%
28.0
31.0
36.0
39.6

Sources: Minnesota Department of Revenue, U.S. Internal Revenue Service.

Table 22: Canadian Federal Personal Income Tax' Rates, 1997

Taxable Income

$0 - $6,455
$6,456 - $29,590
$29.591 • $59,180
over $59,180

Source: Tax Facts and Figures, 1997, Coopers & Lybrand Canada.
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Tax Rate

0.0%
17.0
26.0
29.6
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Table 23: Provincial Personal Income Tax Rates as a Percentage of Federal Tax, 1997

Province

Alberta
British Columbia
Manitoba
New Brunswick
Newfoundland
Northwest Territories

Rate

45.5%
51.0
52.0
63.0
69.0
45.0

Province

Nova Scotia
Ontario
Prince Edward Island
Saskatchewan
Yukon Territory

Rate

58.5%
48.0
59.5
50.0
50.0

Source: Tax Faots and Figures, 1997, Coopers & Lybrand Canada.

Table 24: Quebec Personal Income Tax Rates, 1997

Taxable Income

$0 - $7,000
$7,001 - $14,000
$14.001 - $23,000
$23,001 - $50,000
over $50,000

Tax Rate

16.0%
19.0
21.0
23.0
24.0

Source: Tax Faots and Figures, 1997, Coopers & Lybrand Canada.

For all provinces except Quebec, the provincial income
tax is calculated as a percentage offederal fucome tax.
Provincial rates varied between 45 percent and 69
percent in 1997. Some provinces also impose surtaxes
on high amounts of provincial tax. Table 23 shows
the provincial taxes for all provinces except Quebec.

These rates reflect the top marginal rate in each
province and represent the rate of tax on the next
dollar of income in the highest tax bracket.
Quebec and Ontario rank third and fifth,
respectively, in terms of combined federal and
provincial personal income taxes in Canada.

Residents of Quebec are entitled to a federal tax
abatement of 16.5% ofbasic federal tax (after deducting
personal and dividend tax credits), but must pay Quebec
income tax at the 1997 rates indicated in Table 24.

Table 25 shows the combined federal and
provincial personal income tax rates by province.

The combined U.S. and Minnesota personal
income tax rates are lower than the rates imposed
by Ontario and Quebec, especially for middle and
upper income earners. However, the treatment of
capital gains and the use of tax credits by Canada
may result in competitive Canadian personal
income tax rates for some taxpayers.

Table 25: Combined Federal & Provincial Personal Income Tax Rates,

Source: Tax Faots and Figures, 1997, Coopers & Lybrand Canada.

RateProvince

Nova Scotia
Ontario
Prince Edward Island
Quebec
Saskatchewan
Yukon Territory

Rate

46.07%
54.17
50.40
51.05
53.33
44.37

Province

Alberta
British Columbia
Manitoba
New Brunswick
Newfoundland
Northwest Territories
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Corporate Income Taxes

Canada's provinces and territories levy taxes on
corporate income that generally ranges from 9 to
17 percent. Federal tax rates in Canada were 22.1
percent for manufacturers and 29.1 percent for
non-manufacturing companies in 1997. Unlike
state taxes in the United States, provincial income
taxes are not deductible in computing income for
federal tax purposes in Canada. Canada also
imposes a surtax on corporate income tax of 4
percent.

As shown in Table 26, Ontario's general corporate
income rate for manufacturers was 13.5 percent
and Quebec's was 8.9 percent in 1997.
Minnesota's 1997 corporate income tax was 9.8
percent. In Minnesota, there is no tax on net value
(capital value tax), and local governments may not
levy additional income taxes. Also, a corporate
income tax credit is allowed for expenses related
to research and development. Businesses in

"

Minnesota are also subject to federal corporate
income taxes that are levied on a graduated scale
that cannot exceed 35 percent.

Like businesses in other states, Minnesota
businesses must determine what portion of their
net income (i.e., taxable income) is attributable to
Minnesota using a formula known as the
apportionment formula. The formula weighs the
company's property, payroll, and sales at the
following weights: property and payroll each at
15 percent and sales at 70 percent. Minnesota's
apportionment formula encourages sales outside
the state and investment in property and
employees by weighing the 'apportionment sales
factor more heavily. More importantly, this
apportionment formula benefits businesses with
national and international markets, and
significantly minimizes the corporate income that
is taxable in Minnesota. The lower the taxable
income, the lower the effective tax rate.

Table 26: Canadian Federal and Provincial Corporate Income Tax Rates, 1997

Federal Rates
Alberta
British Columbia
Manitoba
Ontario
Quebec
Saskatchewan

Source: KPMG, Canada.

Other
Corporations

Manufacturing Non-Manufacturing

22.12% 29.12%
14.50 15.50
16.50 16.50
17.00 17.00
13.50 15.50
8.90 8.90

17.00 17.00

Small Canadian Controlled
Active Business Income

Manufacturing Non-Manufacturing

13.12% 13.12%
6.00 6.00
9.00 9.00
9.00 9.00
9.50 9.50
5.75 5.75
8.00 8.00
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Table 27: Effective Corporate Income Tax Rates for Selected Canadian
Provinces, 1995

Alberta
British Columbia
Manitoba
Ontario
Quebec
Saskatchewan
Minnesota

44.3%
45.3
45.8
44.3
37.7

38.8·45.8
41.4

Source: North American Corporate income Tax Comparison. October 1995, Industry Canada.

In 1995, Industry Canada conducted a study of
North American corporate income tax rates.
According to the study, Minnesota's corporate
income tax rate (including federal and state taxes)
were similar to those of the selected provinces.
The effective corporate income tax rates during
1995 for the selected Canadian provinces and
Minnesota are detailed in Table 27.

The effective tax rates for all seven areas ranged
between 37.7 percent and 45.8 percen\
Minnesota's rate was lower than four or possibly
five of the six provinces depending on the rate
used in Saskatchewan. Because state taxes are
deductible in computing income for federal tax
purposes in Minnesota, businesses may experience
lower corporate income taxes in the state
compared to Quebec and Ontario.

Payroll Taxes

Payroll taxes consist of both discretionary benefits
like health and dental insurance, paid vacations, and
holidays and statutory benefits like social security
and workers compensation. Although some general
comparisons of payroll taxes are possible, direct
comparisons are difficult due to the variety of
services associated with each benefits category.

According to a study released in March 1997 by the
U.S. Bureau ofLabor Statistics, total benefits
accounted for approximately 29 percent of total
compensation for employees in the Midwest states of
the United States. These benefits include paid leave
such a.s vacation and holiday pay, health insurance
payrq.ents, retirement and savings, and other
legally required benefits like social security,
Medicare, and unemployment insurance. Table 28
shows the percentage distribution of compensation
for Midwest states.

Table 28: Distribution of Employee Compensation for Midwest States, 1997

Wages and salaries
Total Benefits

Paid Leave
Supplemental pay
Insurance
Retirement and savings
Legally required benefits
Other benefits

Total Compensation

71.1%
28.9
6.2
3.9
6.5
3.4
8.7
0.2

100.0

Source: Employer Costs for Employee Compensation, March 1997, U.S. Bureau of Labor Statistics.
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As shown in the table, benefits related to
insurance; retirement and savings; and legally
required benefits like social security,
unemployment, and workers compensation
account for 18.6 percent of the total compensation
for employees in the Midwest. As discussed
below, legally required payroll taxes in Canada
accounted for 14 percent of total payroll in Quebec
and 11.7 percent of total payroll in Ontario in
1993. In Minnesota and other states, legally
required benefits account for only 8.7 percent.

Payroll taxes in Canada consist of four components:
unemployment insurance (UI) premiums,
Canada/Quebec Pension Plan (OQPP) contributions,
workers compensation (We) premiums, and the
provincial health/post-secondary education (HIE) tax
that is imposed by Quebec, Manitoba, 9ntario, and
Newfoundland. Canada's VI and OQPP components
are taxes on both the employers and the employees,
whereas the other two components are taxes on the
employers only. British Columbia does not impose a
payroll tax on health or post-secondary eduOation, but
it is one of only two provinces in Canada (Alberta
being the other) that charge health insurance
premiums. These premiums are not considered a
payroll tax since employers are not legislated to
pay them, but rather do so on a voluntary basis
(or through collective bargaining agreements).

A recent study by Statistics Canada found that
payroll taxes have increased substantially in

Canada over the last 30 years. The study found
that in 1993 the average payroll tax per employee
in Canada was $3,273. Table 29 shows the
effective payroll tax rates for selected provinces in
1993 from this study. In contrast, Minnesota has
seen dramatic reductions in workers' compensation
rates (down 23 percent) and unemployment
insurance (down 18 percent) during the 1990s.

The study also compared Canada to other countries
and found that in 1993 payroll taxes comprised 5.9
percent of Canada's Gross Domestic Product (GDP)
and 8.7 percent of the United States GDP.

A more recent study by KPMG Canada18 included
a comparison of statutory benefits and wage based
taxes as a percent of gross payroll in 42 international
cities. According to this study, statutory benefits
and wage based taxes accounted for approximately 10
percent of the gross payroll in Minneapolis, 9 percent in
Toronto, 9.5 percent in Ottawa, 12 percent in Montreal,
and approximately 12.5 percent in Quebec City. Based
on the results of the KPMG study, Minneapolis is
competitive with Toronto and Ottawa and may posses
an advantage over both Montreal and Quebec City.

When attempting to attract business expansion
into the state, emphasizing Minnesota's efforts to
reduce payroll taxes may be advantageous, as such
efforts are reflective of the supportive relationship
between government and industry.

Table 29: Effective Payroll Taxes for Selected Canadian Provinces, 1993

Alberta
British Columbia
Manitoba
Ontario
Quebec
Saskatchewan

9.4%
9.5

11.9
11.7
14.0
9.7

Source: The Evolution of Payroll Taxes in Canada: 1961-1993, February 1996, Zhengxi Lin, Garnett Picol, and Charles Beach, Statistic Canada.

18 The Competitive Alternative: A Comparison of the Business Costs in Canada, Europe and the Uni~ed States, 1997, KPMG Canada and Prospectus Inc.
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Sales Taxes

Canada's Goods and Services Tax (GST) replaced
the Federal Sales Tax in 1991. The majority of
goods and services sold or provided in Canada are
subject to the GST currently at 7 percent. In
addition to the GST, sales in Canada are usually
subject to provincial sales taxes. Ontario levies a
provincial sales tax of 8 percent on most purchases
of goods and services and transactions in Quebec
are subject to a 7.5 percent provincial sales tax.
The GST and Quebec tax are value-added taxes
that allow businesses to obtain a full rebate of all
federal and Quebec provincial taxes paid. In
Ontario, purchases of any equipment or inputs
used in the production of goods are exempt from
the provincial sales tax.

Minnesota levies a retail sales tax of 6.5 percent
and the federal government does not impose a
sales tax. Minnesota manufacturers are exempt
from sales taxes for equipment and ma:Qufacturing
inputs.

There does not appear to be a clear sales tax
advantage for manufacturers in either Minnesota
or Canada. However, general consumers who are
not eligible for tax rebates in Canada may
experience significantly lower sales tax burdens in
Minnesota than in either Ontario or Quebec.
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Property Taxes

Because the property tax rates vary from municipality
to municipality, this analysis does not include a
comparison of Minnesota and provincial property
tax rates. However, below is a background of the
property tax systems for each area.

Unlike most states, Minnesota exempts machinery
and equipment from property tax. Real estate, or
land and buildings is the basis for the local
property tax in Minnesota and most "personal"
property, such as inventory, machinery,
equipment, and computers, is exempt. As
mentioned in the industry interviews section, this
exemption can truly lower costs for companies
with large investments in personal property and
make Minnesota a low cost state. Canada also
exempts machinery and equipment from property
tax and does not impose taxes on inventories.

Most municipalities in Canada levy property taxes
on real property including land, commercial
buildings, and residential property with rates
varying from city to city. Although the means of
calculating property taxes is complex and different
than l\,1innesota, it appears that property taxes in
Canada are generally lower than in Minnesota.
However, business owners in Mantreal are subject
to a separate "business tax" on the assessed value
of the business which may result in higher taxes.
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Transportation and Utilities

Minnesota and Canada are both served by
well-developed infrastructures and sophisticated
air travel and telecommunications. Minnesota's
only real comparative advantage in terms of
transportation is related to its central location in
the United States which makes it much easier to
penetrate the rest of the U.S. market.

The need to move customers, employees, and
goods makes the geographic location of Minnesota
in the center of the country an attractive place for
businesses serving markets nationwide and in
Canada. The Minneapolis-St. Paul International
Airport is among the largest air traffic hubs in the
United States, with hundreds of flights leaving
daily for a variety of domestic and international
destinations. Non-stop and one-stop flights are
available to such international destinations as
London, Paris, Amsterdam, Frankfurt, and Tokyo.
Although Minneapolis-St. Paul Internatiollfll Airport
is a major hub for Northwest Airlines, tra~elers
may utilize a variety of carriers. There are nine
major airlines and 12 commuter-regional airlines
that carry more that 23 million passengers through
Minneapolis-St. Paul International Airport annually.

Those businesses that use overland transportation
rely on Minnesota's and the Twin Cities'
extensive, high-quality highway system. The state
has more than 129,000 miles of paved road and
several major interstate highways. Interstate 94
provides quick access from points east and west
while Interstate 35 provides easy access from the
north and south. Interstate 494/694 loops around
the metropolitan area, helping make travel to
anywhere in or around the Twin Cities relatively
problem free.
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There are more than 186,000 miles of surfaced
roads in Canada providing reasonable access to
major Canadian and U.S. cities. Railways are one
of the main forms of freight transport in Canada.
The Canadian National Railway and the Canadian
Pacific Railway operate most national rail freight
services. Two major airlines, Air Canada and
Canadian Airlines International, serve both
domestic and international routes from major
Canadian cities. Other airlines also offer
scheduled services in regional markets. About 860
licensed domestic air carriers provide scheduled
and charter services throughout the country.

Minnesota, Quebec, and Ontario all benefit from
reasonably priced utilities and a well-developed
telecommunications infrastructure.
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Quality of life

Quality of life is an issue related to ability of firms
to attract and retain skilled workers and can be a
highly subjective notion. As competition for
skilled workers intensifies, the overall quality of
life may become more important in attracting and
retaining skilled workers.

Minnesota and the Twin Cities have long been
recognized as a state and area that offer a high
quality of life to its residents. Employers and
employees may enjoy nationally renowned health
care and educational systems, low cost housing,
low crime rates, abundant cultural activities, and
thousands of acres of public parks. For example,
Minnesota has 66 state parks and 2 recreational
areas containing more than 200,000 acres.
Minnesota also has a healthy population. Health
care costs in Minneapolis-St. Paul are 15 percent
lower than the national average.

\
Canada is also home to a vast array of cultural and
recreational activities. International cities like
Vancouver, Montreal, and Toronto offer high
quality theater, opera, and other cultural amenities.
Canada's climate is characterized by its diversity,
and temperature and precipitation differ from
region to region and season to season. The coast of
British Columbia has the most temperate climate
in Canada while the vast central plains have cold
winters and hot summers.

Both Minnesota and Canada appear to offer a
multitude of attractions related to quality of life.
While Minnesota cannot claim superiority,
promoting its many cultural and environmental
amenities is important in its efforts to attract new
business to the state.
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Conclusion

Minnesota has several competitive advantages in
comparison with Canada. The most obvious
advantages include Minnesota's large pool of
skilled labor and its high concentration of
computer and electronic components companies. It
is only in terms of unemployment rate that
Minnesota may be at a disadvantage, although this
is unlikely to be a significant problem in the short
term since a low rate ofunemployment also reflects
the overall strength of Minnesota's economy. Less
distinct, yet still important advantages include
Minnesota's central location in the United States
and its educational system. Factors such as
infrastructure, utilities and telecommunications,
and quality of life are similar among the locations.
With respect to taxes, it is difficult to draw
conclusions due to the variation in definitions of
taxable income, differences in apportionment of
taxes, and the variety of tax rates used from city to
city. Nonetheless, it does appear that businesses
may experience slightly lower tax burdens in
Minnesota than in either Ontario or Quebec.

Generally, when targeting computer and electronic
comppnent industry businesses, emphasis should
be placed on Minnesota's large pool of skilled
labor' and the significant industry presence which
contribute to a business environment conducive to
future growth. Canada's computer and electronic
components industry presence provides fertile
ground for attracting companies to Minnesota.
Efforts to attract Canadian expansions should
focus on U.S. companies that have located plants
in Canada as well as Canadian firms that are
active exporters to the United States. Minnesota's
strengths on the five location factors will be highly
attractive to businesses in the computer and
electronic components industry group looking to
expand to the United States.
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